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Preface 

BACKGROUND  TO  A  DEMONSTRATION  OF  INCLUSIVE  CHARGING 


The  first  volume  of  this  report  indicated  that  substantial  savings  in  hospital  adminis- 
trative costs  might  be  realized  through  the  use  of  inclusive  charging  methods.  It  also 
set  forth  the  results  of  field  research  supporting  the  conclusions  that  no  insurmountable 
barriers  now  exist  to  the  implementation  of  more  widespread  inclusive  charging. 

Given  the  magnitude  of  the  expected  savings,  further  implementation  of  inclusive 
rates  seems  worthwhile  from  the  vantage  point  of  containing  the  cost  of  the  health 
system.  However,  the  projected  savings  by  themselves  are  not  likely  to  induce  many 
hospitals  to  convert  to  inclusive  charging  spontaneously.  Several  factors  contribute  to 
the  unmistakable  inertia  in  the  system  with  respect  to  inclusive  rates: 

—  The  health  and  hospital  structure  is  designed  to  achieve  reimbursement  rather 
than  to  realize  savings. 

—  The  health  system  has  learned  to  live  with  itself  under  itemized  charging,  and 
requires  a  strong  positive  vector  for  change. 

—  The  projected  savings  through  inclusive  rates  are  "imputed"  and  have  not  yet 
been  shown  realizable  in  practice. 

Faced  with  the  apparent  merits  of  pursuing  widespread  implementation  on  the  one 
hand,  and  the  improbability  of  spontaneous  conversion  on  the  other,  a  guided  implemen- 
tation of  inclusive  rates  on  a  limited  or  "demonstration"  basis  seems  a  natural  alternative. 
It  is  apparent  that  for  effective  initial  implementation,  a  controlled  situation  is  necessary, 
in  which  efforts  can  be  channelled  into  refining  and  "de-bugging"  whatever  inclusive  rate 
system  is  ultimately  recommended. 

Thus  in  May  1970, The  Boston  Consulting  Group  recommended  that  the  National 
Center  work  toward  a  high-visibility  demonstration  program  to 

—  demonstrate  and  document  the  degree  to  which  the  savings  projected  in  the 
first  volume  could  in  fact  be  attained,  and  document  the  conversion  cost 
involved 
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—  develop  methods  of  implementing  inclusive  rate  charging  in  a  variety  of  hospital/ 
payer  configurations 

—  demonstrate  the  viability  of  the  inclusive  charging  concept  by  refining  recom- 
mended inclusive  rate  charging  systems  so  that  they  will  operate  to  the  satisfaction 
of  all  parties  in  the  system. 

In  broad  outline,  it  was  hoped  that  a  demonstration  would  involve  the  actual  con- 
version to  inclusive  rates  of  a  group  of  hospitals  in  one  or  more  selected  regions  of  the 
country.  While  the  conversion  would  be  expected  to  be  permanent,  guidance  and 
monitoring  would  be  provided  over  a  fixed  demonstration  period. 

A  successful  demonstration  along  the  lines  proposed  in  this  volume  might  well 
yield  results  of  very  substantial  national  importance.  The  inclusive  rate  belongs  to  a 
rather  small  family  of  concepts  with  tangible  cost  containment  potential.  If  the  concept 
is  validated  in  a  visible  and  credible  operating  setting,  much  of  the  existing  inertia  of  the 
system  may  be  overcome.  The  public  benefit  would  be  well  served  by  reductions  in  the 
level  of  public  funds  used  to  cover  hospital  administrative  costs  under  Medicare,  Medicaid 
and  other  government  programs,  as  well  as  through  a  further  rationalization  of  informa- 
tion flow  in  hospitals. 

The  remainder  of  this  volume  is  devoted  to  recommendations  for  selection  of 
demonstration  sites,  and  preliminary  guidelines  for  a  demonstration  program. 
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Chapter  One 

SELECTION  OF  RECOMMENDED  DEMONSTRATION  REGIONS 

In  developing  a  "sample"  of  regions  in  which  a  demonstration  of  inclusive  rate 
charging  might  prove  feasible,  we  identified  initially  a  broad  spectrum  of  regions 
including: 

(a)  small  states,  so  that  there  would  be  congruence  between  a  limited  hospital 
sample  (i.e.,  15  to  30  hospitals)  and  the  payer  and  hospital  organization 
structures. 

(b)  metropolitan  areas  including  medium-sized  cities  (i.e.,  in  the  500,000 
population  range)  so  that  a  representative  cross  section  of  hospitals  could 
be  drawn  from  the  city  and  its  environs  in  order  to  yield  a  manageable 
sample  of  15  to  30  hospitals,  which  would  constitute  a  substantial  majority 
of  the  hospitals  in  the  area. 

(c)  a  small  group  of  regions  not  in  either  of  the  first  two  categories,  which  had 
been  recommended  as  areas  of  potential  suitability  for  a  demonstration 
(e.g.,  Southern  California). 

Our  objective  was  to  develop  procedures  through  which  the  sample  of  regions 
could  be  reduced  to  a  "short  list"  judged  amenable  to  negotiation  toward  a  demonstra- 
tion in  terms  of  its  basic  characteristics  and  expressed  interest.  In  essence,  our  procedure 
was  to  evaluate  on  the  basis  of  suitability  and  expressed  interest,  with  the  object  of 
judging  implementability  of  a  demonstration  as  most  feasible  in  those  regions  ranking 
high  in  general  suitability  which  also  expressed  strong  interest  in  participating. 

It  should  be  emphasized  that  "expressions  of  interest"  indicate  a  general  willingness 
to  pursue  the  matter,  rather  than  any  form  of  commitment  on  the  part  of  hospitals, 
payers,  or  other  groups.  No  specific  demonstration  plan  was  proposed  at  this  stage  of 
the  project;  pending  more  detailed  discussions,  commitments  must  wait. 
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SUITABILITY  EVALUATION 
Procedures 

In  evaluating  the  suitability  of  a  region  for  a  demonstration  project,  and  determin- 
ing its  general  interest  in  such  an  endeavor,  our  general  procedure  was  to  contact  initially 
the  officers  of  the  state  hospital  association  or  local  hospital  council  to  determine  their 
interest  in  pursuing  the  matter  with  us.  In  some  cases,  representatives  of  local  third- 
party  payer  organizations  were  also  contacted,  while  in  others  contacts  with  the  payers 
were  made  through  the  "good  offices"  of  the  hospital  organizations. 

In  general,  hospital  association  executives  were  sufficiently  interested  to  meet  with 
us,  sometimes  in  company  with  representatives  of  payer  organizations.  Generally,  such 
initial  meetings  included  few  if  any  local  hospital  administrators  or  controllers.  Those 
hospital  associations  whose  officers  seemed  interested  in  the  prospect  of  a  demonstration 
generally  volunteered  to  organize  an  opportunity  for  a  full-scale  presentation  to  their 
membership,  at  either  a  regular  hospital  association  meeting,  or,  in  some  cases,  a  special 
meeting  at  which  the  subject  of  inclusive  rates  was  the  sole  item  on  the  agenda. 

In  the  course  of  visiting  each  region,  meeting  a  variety  of  members  of  its  health 
and  hospital  community,  and  gathering  preliminary  information  regarding  the  hospital 
and  payer  structure  within  the  region  and  the  probable  "fit"  of  an  inclusive  rate  demon- 
stration project  with  experimental  programs  or  other  efforts  currently  proceeding  in  the 
report,  it  was  possible  to  form  some  judgements  concerning  the  region's  suitability  for 
participating  in  a  demonstration. 

Regions  were  rated  comparatively  on  six  major  characteristics,  as  defined  below: 

1.    Representativeness  of  Hospital  Sample:  A  demonstration  region  should  con- 
tain within  it  hospitals  as  representative  as  possible  of  the  nation's  hospitals 
as  to: 

a.  size  of  institutions 

b.  type  of  institution  (e.g.,  teaching,  non-teaching,  proprietary,  etc). 

c.  population  served  (urban,  suburban,  rural) 

d.  administrative  characteristics  (e.g.,  management  capabilities,  automation 
of  record-keeping  and  billing,  cost  center  organization) 
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2.  Role  of  Local  Hospital  Organization:  Effective  implementation  of  a  demon- 
stration would  be  facilitated  in  a  region  where  a  strong  hospital  association  or 
hospital  council  enjoys  close  working  relationships  with  third  party  payers. 
Energetic  organizational  leadership  supportive  of  a  demonstration  may  prove 
a  key  determinant  of  success. 

3.  Third  Party  Payer  Configuration:  A  demonstration  region  third  party  payer 
structure  should  be  relatively  uncomplicated  to  facilitate  implementation  of 
the  demonstration,  but  the  major  types  of  payers  found  nationally  should  be 
active  within  the  region.  Ideally,  there  might  be  one  Blue  Plan  as  congruent 
as  possible  with  the  demonstration  region,  one  Medicare  and  one  Medicaid 
intermediary,  and  a  manageable  number  of  significant  commercial  carriers,  at 
least  some  of  which  maintain  claims  offices  within  the  region.  To  the  extent 
that  congruence  exists  between  the  demonstration  regions  and  the  payer 
organizations,  it  would  be  possible  to  measure  the  conversion  to  inclusive  rates 
region-wide  on  both  the  providers  of  and  payers  for  health  care. 

4.  State  Regulation:  Individual  states  vary  widely  in  the  degree  to  which 
regulatory  agencies  have  authority  in  the  determination  of  hospital  rates.  In 
a  majority  of  states,  state  agencies  have  at  least  some  influence  over  either 
hospital  charges  or  hospital  reimbursement  by  insurance  carriers  and  state 
agencies.  Therefore,  for  purposes  of  representativeness,  it  would  be 
preferable  if  demonstration  regions  had  some  measure  of  state  regulation 
over  rates. 

5.  Data  Base  Capabilities:  Demonstration  regions  should  have  substantial 
industrial  engineering  capability  either  within  individual  hospitals,  through  the 
local  hospital  association,  or  through  some  other  appropriate  organization. 
Such  capability  is  deemed  essential  to  the  engineering  and  monitoring  of 

the  demonstration  if  excessive  continuing  travel  costs  are  to  be  avoided. 

6.  "Marketing"  Configuration  of  Hospitals:  Ideally,  the  hospitals  in  a  demonstra- 
tion region  should  be  close  enough  geographically  to  facilitate  coordination  of 
a  demonstration  through  their  regional  organization,  and  to  permit  imple- 
menting and  monitoring  the  demonstration  with  minimum  intra-regional  travel. 
Further,  the  demonstration  region's  hospitals  should  be  somewhat  isolated 
from  the  nearest  hospitals  outside  of  the  region  so  that  the  demonstration  can 
clearly  differentiate  the  effects  of  inclusive  rates  on  the  third-party  payers, 
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and  so  that  patients  will  not  find  it  too  convenient  to  travel  outside  of  the 
region  for  minor  hospital  procedures  to  avoid  payment  of  apparently  "high" 
inclusive  rates  in  the  demonstration  area.  In  essence,  we  are  suggesting  that 
a  demonstration  region  should  be  sufficiently  independent  of  contiguous 
regions  as  a  "medical  marketing  area"  so  that  major  shifts  in  hospital  usage 
occur  within  the  area. 

In  evaluating  the  degree  to  which  each  region  conformed  to  the  ideal  demonstration 
characteristics,  a  crude  scale  was  utilized  in  which  a  value  of  1 0  was  assigned  to  regions 
considered  above  average  with  respect  to  that  characteristic,  a  value  of  5  was  assigned  to 
regions  considered  average,  and  a  value  of  zero  was  assigned  to  regions  considered  below 
the  average  of  our  sample  in  the  relevant  characteristic.  No  attempt  was  made  to  weight 
the  relative  importance  of  each  characteristic. 

Results  of  the  analysis  are  presented  in  Exhibit  1  which  ranks  the  regions  in  terms 
of  their  suitability  for  a  demonstration,  as  indicated  by  our  analysis. 

Clearly,  an  analysis  so  crude  as  this  leaves  room  for  differences  of  opinion  or  judge- 
ment. We  would  hesitate  to  attempt  to  distinguish  in  any  very  meaningful  way  among 
the  top  ten  regions  in  terms  of  their  suitability,  but  we  feel  that  we  can  express  some 
confidence  in  our  judgement  that  the  top  ten  are  rather  clearly  differentiated  from  the 
remaining  regions  in  terms  of  general  suitability. 

Expressed  Interest 

In  addition  to  evaluating  the  basic  suitability  of  each  region,  we  have  attempted  to 
gauge  the  level  of  interest  of  each  region  in  actually  pursuing  a  demonstration,  in  order 
to  form  a  basis  for  estimating  the  actual  implementability  of  a  demonstration  program 
within  the  regions  which  comprised  our  "sample."  Of  necessity,  in  many  cases  such 
judgements  were  subjective,  but  to  the  extent  possible  an  attempt  was  made  to  incor- 
porate into  the  judging  process  such  tangible  expressions  of  interest  and  support  as  were 
available  to  us. 

A  significant  factor  in  evaluating  the  degree  of  interest  was  our  judgement  as  to  the 
likelihood  of  obtaining  cooperation  from  the  majority  of  the  hospitals  in  the  area.  We 
consider  high  participation  a  key  element  in  a  successful  demonstration  in  which  such 
issues  as  public  reaction,  effects  upon  payers,  and  shifts  in  hospital  patronage  must  be 
addressed.  High  participation  should 
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EXHIBIT  1 


ANALYSIS  OF  POSSIBLE  DEMONSTRATION  SITES 


REGION 


CRITERIA 

Hospital     Hospital       Payer        State  Data  "Marketing" 

Sample       Assoc.     Structure  Regulation      Base    Configuration  Total 


Atlanta  10  10  10  10  10  10  60 

Minneapolis/St.  Paul  10  10  10  10  10  10  60 

Rochester,  N.Y.  10  10  10  10  10  10  60 

Denver  10  10  5  10  10  10  55 

Hawaii  10  10  10  10  5  10  55 

Oklahoma  10  10  10  5  10  10  55 

Birmingham  10  10  10  0  10  10  50 

Boston  10  10  5  10  10  5  50 

Connecticut  10  10  10  5  10  5  50 

Delaware  5  10  10  5  10  10  50 
North  Carolina 

(Raleigh/Durham)  10  10  5  5  10  5  45 

Pittsburgh  10  0  10  10  5  10  45 

Rhode  Island  10  5  5  5  10  10  45 

Portland,  Ore.  10  5  5  5  5  10  40 

NewJersry  5  10  0  10  10  0  35 

Arizona  5  0  10  5  0  10  30 
California 

(Southern)  10  10  0  0  10  0  30 

Seattle  10  10  0  5  5  0  30 

Detroit  10  0  5  5  5  0  25 

Nevada  0  5  0  5  5  10  25 

Florida  5  5  0  5  10  0  25 


KEY  10  =  above  average 
5  =  average 
0  =  below  average 
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—  enhance  public  understanding,  and  minimize  shifts  in  hospital  usage  because 
of  inclusive  rates  per  se  (although  shifts  because  of  the  level  of  rates  at 
individual  institutions  might  still  occur). 

—  make  possible  a  reliable  assessment,  on  a  regional  basis,  of  the  effects  of  in- 
clusive rates  on  payers. 

Our  judgements  may  be  summarized  as  follows: 

1.  Regions  in  which  there  was  a  formal  expression  of  interest  in  a  demonstration 
following  a  formal  presentation  to  a  majority  of  the  hospitals  in  the  area,  and 
other  representatives  of  the  health  community: 

Birmingham 

Boston 

Delaware 

Denver 

Hawaii 

Oklahoma 

Rochester 

2.  Regions  in  which  strong  interest  in  a  demonstration  was  expressed  following 

a  presentation  to  a  representative  group  of  individuals  from  the  region's  health 
and  hospital  community: 

California  (Southern) 
Connecticut 
Minneapolis/St.  Paul 

3.  Regions  in  which  our  initial  investigations  and  presentations  failed  to  indicate 
sufficient  potential  in  terms  of  suitability  or  interest  for  a  demonstration  to 
warrant  extensive  follow-up: 

Arizona 
Detroit 
Florida 
Nevada 
New  Jersey 

North  Carolina  (Raleigh/Durham/Chapel  Hill) 

Pittsburgh 

Portland,  Oregon 

Seattle 
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4.     Regions  in  which  high  suitability  was  not  reinforced  by  expression  of  strong 
interest: 

Atlanta 
Rhode  Island 


Regions  Recommended  for  Further  Discussion 

It  seems  fortunate  that  there  is  general  congruence  between  the  regions  judged 
most  suitable  for  a  demonstration  and  those  most  interested  in  participating  in  the 
program. 

We  have  divided  the  regions  meeting  both  criteria  as  follows: 

Group  I  regions  are  characterized  by  high  congruence  among  regional  boundaries, 
hospital  organizations  and  payer  groups.  They  are  areas  in  which  a  high  degree  of  control 
could  be  exercised  in  the  course  of  a  demonstration  by  virtue  of  their  structural  char- 
acteristics, in  which  there  appear  to  be  excellent  prospects  of  very  high  participation  on 
the  part  of  hospitals,  and  which  have  hospital  organizations  keenly  interested  in  the 
prospect  of  a  demonstration  project  and  judged  willing  and  able  to  exert  strong  construc- 
tive leadership  to  implement  a  program.  They  are  the  regions  in  which  the  prospects  for 
rapid  and  effective  implementation  seem  highest. 

Group  II  regions,  while  not  amenable  to  a  demonstration  so  tightly  controlled  as 
would  be  possible  in  Group  I  regions,  offer  prospects  of  constructing  a  geographically 
representative  demonstration  in  areas  which  would,  together  with  Group  I  regions,  yield 
a  program  of  high  national  visibility  and  credibility.  Successful  implementation  of 
demonstrations  in  Group  II  regions  would  permit  refinement  of  inclusive  rates  in 
environments  more  complex,  but  perhaps  more  representative,  than  Group  I  regions. 

Our  recommendation  is  that  the  Department  of  Health,  Education  and  Welfare 
consider  the  following  regions  prime  candidates  for  demonstration  negotiations: 

Group  I 

Delaware 
Hawaii 

Rochester,  N.Y. 
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Group  II 

Boston 
Birmingham 
Connecticut 
Denver 

Minneapolis/St.  Paul 
Oklahoma 

Collectively,  these  two  groups  constitute  the  ten  regions  judged  most  suitable,  les^ 
Atlanta,  which  despite  its  high  suitability  and  initial  interest  has  declined  further  dis- 
cussion at  this  time.  The  groups  also  constitute  all  of  the  regions  which  have  expressed 
strong  interest  in  a  demonstration,  with  the  exception  of  Southern  California,  which  we 
have  judged  less  than  optimally  suited  to  a  demonstration  because  of  the  large  number 
of  hospitals  in  the  region,  the  consequent  impossibility  of  selecting  a  significant  and 
manageable  sample,  and  the  presence  of  other  health  delivery  experiments  (e.g.,  CASH) 
which  may  impede  meaningful  evaluation  of  the  results  of  an  inclusive  rate  demonstration. 

We  do  not  intend  to  suggest  that  the  nine  regions  which  make  up  Groups  I  &  II  are 
the  only  ones  in  which  fruitful  demonstration  discussions  could  be  held.  However,  we 
have  concluded  that  in  view  of  the  desirability  of  mounting  demonstration  efforts  as  soon 
as  possible,  it  would  be  well  to  make  initial  approaches  to  the  regions  in  which  the  nego- 
tiation process  should  be  simplest.  Should  it  prove  impossible  to  negotiate  demonstrations 
with  the  desired  number  of  regions  from  our  recommended  Groups,  it  would  be  worth- 
while to  attempt  to  do  so  with  other  selected  regions. 


DISCUSSION  OF  INDIVIDUAL  REGIONS 

Detailed  discussions  of  characteristics  of  individual  regions  are  contained  in  a  series 
of  individual  reports  submitted  separately  to  the  National  Center.  Here  it  seems  appropriate 
to  summarize  some  of  the  characteristics  of  Group  I  and  Group  II  regions  which  indicate 
their  suitability  for  demonstration  negotiations. 

Group  I  Regions 

Delaware:  Its  tight  geographical  configuration,  the  support  of  its  closely-knit 
hospital  association,  and  its  congruence  among  payer  and  provider  organizations  are 
major  strengths.  The  enthusiasm  of  Blue  Cross  (the  State's  major  payer,  with  55% 
penetration)  is  another  significant  resource. 
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Hawaii:  Hawaii  also  features  geographical  congruence  among  all  parties  concerned. 
Blue  Shield  and  a  major  public  accounting  group  have  long  favored,  and  hoped  to  imple- 
ment, inclusive  charging  in  the  state.  The  hospital  leadership  group  appears  strongly 
interested  in  a  demonstration.  A  major  strength  is  the  isolation  of  the  area,  which  would 
permit  "pure"  measurement  of  demonstration  results.  Finally,  Hawaii  stands  alone 
among  regions  investigated  as  an  area  which  may  have  a  time  constraint  favoring  rapid 
implementation  of  conversion  to  inclusive  charging.  The  State  Hospital  Department, 
which  in  Hawaii  operates  a  major  chain  of  acute  general  hospitals,  is  in  the  process  of 
developing  computer  programs  for  its  accounting  and  billing  functions.  The  Director 
of  the  Health  Department  is  keenly  interested  in  the  possibility  of  avoiding  the  necessity 
to  computerize  a  la  carte  billing  procedures. 

Rochester,  N.  Y.:  Rochester  features  a  strong  regional  hospital  council,  an  effective 
regional  health  planning  council,  a  highly  concentrated  payer  structure  (approximately 
90%  Blue  Cross  penetration),  and  a  cohesive  health  community  with  a  tradition  of  co- 
operation and  innovation. 

Group  II  Regions 

Boston:  Hospitals  in  the  Boston  area  (Eastern  Massachusetts)  have  already  proven 
exceptionally  cooperative  during  the  preliminary  phases  of  our  investigation.  Effective 
working  relationships  exist  among  the  hospitals,  the  hospital  council,  and  the  state 
hospital  association,  which  has  a  very  strong  systems  engineering  capability.  Blue  Cross 
has  expressed  strong  interest  in  the  demonstration.  A  substantial  number  of  hospitals  in 
the  area  have  written  to  express  interest  in  participation  following  a  presentation  to  the 
hospital  council. 

Birmingham:  The  hospital  council  and  its  energetic  leader  strongly  favor  a  demon- 
stration. Blue  Cross  (a  strong  influence  by  virtue  of  its  role  as  intermediary  for  both 
Medicare  and  Medicaid)  is  cooperative.  Finally,  the  hospital  sample  is  representative  and 
relatively  independent  as  a  medical  marketing  area. 

Connecticut:  Support  has  been  forthcoming  from  several  quarters,  including  the 
Hospital  Cost  Commission,  the  office  of  the  State  Insurance  Commissioner,  Blue  Cross 
and  the  hospital  association.  Two  hospital  administrators  in  the  state  have  previously 
worked  with  inclusive  rates  in  Cleveland,  and  have  spoken  out  within  the  hospital  associa- 
tion in  favor  of  inclusive  charging. 


The  Boston  Consulting  Group,  Ino. 


10 


Denver:  In  this  region,  strong  interest  has  been  expressed  by  the  strong  hospital 
association,  Blue  Cross  (which  also  serves  as  Medicare  intermediary),  and  influential 
hospital  administrators.  Data  base  capabilities  are  present  in  the  form  of  Blue  Cross 
data  gathering  functions,  and  the  budding  systems  engineering  group  which  is  now 
serving  a  five  state  region  which  includes  Colorado. 

Minneapolis/St,  Paul:  Strong  hospital  association  leadership,  good  industrial 
engineering  capability,  and  the  expressed  interest  of  Blue  Cross  and  selected  commercial 
insurance  groups  contribute  to  the  suitability  of  the  area. 

Oklahoma:  A  demonstration  encompassing  the  Tulsa-Oklahoma  City  area  would  be 
representative  and  self-contained.  A  group  representing  85%  of  the  area's  hospital  beds 
voted  unanimously  to  investigate  further  the  possibility  of  becoming  a  demonstration 
region,  indicating  a  high  potential  for  implementation.  Blue  Cross  and  the  State  Depart- 
ment of  Public  Welfare  (Medicaid)  have  both  indicated  support.  Strong  and  competent 
leadership  within  the  hospital  association  is  another  major  strength. 


The  Boston  Consulting  Group,  Ino. 


11 


Chapter  Two 
PRELIMINARY  DEMONSTRATION  BLUEPRINT 

SCOPE  OF  DEMONSTRATION 

Construction  of  a  valid  sample  suggests  a  demonstration  consisting  of  institutions 
in  different  parts  of  the  country.  This  would  permit  testing  inclusive  rates  in  a  variety 
of  payer  settings  (different  Blue  plans,  with  differing  reimbursement  formulas;  various 
Medicaid  procedures;  multiple  commercial  insurance  combinations).  Conversely,  our 
research  data  indicate  that  inclusive  rates  are  most  viable  when  used  by  a  number  of 
institutions  in  one  area.  Public  acceptance  increases  because  fallacious  price  comparisons 
are  reduced.  The  possibility  of  selective  admissions  is  minimized.  Furthermore,  we 
believe  converting  a  majority  of  the  institutions  in  a  region  would  have  a  different  and 
perhaps  stronger  national  impact  than  a  demonstration  of  isolated  participating  hospitals 
spread  across  the  country. 

We  recommend  combining  these  considerations  in  selecting  the  sample  of  regions 
and  hospitals.  Several  regions  would  make  up  the  demonstration,  with  the  participation 
of  a  majority  of  the  hospitals  sought  in  each.  Detailed  validation  of  cost  savings  and 
feasibility  of  inclusive  rates  could  be  achieved  by  constructing  a  representative  sample 
from  among  all  the  participating  institutions  and  payers.  This  would  offer  the  advantage 
of  good  geographic  dispersion  and  a  variety  of  regulatory  and  reimbursement  settings, 
while  still  insuring  that  each  data  point  exists  in  an  environment  conducive  to  the  in- 
clusive rate  concept. 

Intensive  monitoring  would  be  performed  only  in  the  hospitals  and  payers  selected 
for  the  sample.  Other  institutions  in  the  demonstration  region  would  perform  self- 
monitoring  by  filling  out  periodic  reports.  This  would  increase  the  data  base  at  minimal 
cost,  and  special  follow-up  could  be  performed  if  a  given  report  indicated  unusual  prob- 
lems in  an  institution. 

Use  of  the  two-level  approach  to  monitoring  should  increase  both  the  impact  and  the 
validity  of  results  of  the  demonstration  by  permitting  more  regions  to  participate  without 
increasing  the  requirement  for  costly  intensive  monitoring.  Some  technical  support  would 
be  required  by  all  participating  institutions  in  each  region,  and  administrative  arrange- 
ments would  have  to  be  worked  out  with  the  region's  payers.  These  costs  will  increase 
with  the  number  of  participating  regions. 
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We  believe  three  regions  should  be  viewed  as  a  minimum.  A  single  region  would 
have  little  visibility  and  impact  and  no  one  region  could  be  selected  which  would  permit 
adequate  generalization  of  the  results.  Two  regions  -  -  with  one  selected  from  each  of 
the  recommended  groups  described  in  Chapter  One,  would  test  the  concept  both  in  a 
setting  which  allows  measurement  of  full  systems  impact  and  in  a  more  complex  setting 
to  validate  viability.  However,  a  two  region  demonstration  would  unduly  restrict 
geographic  dispersion  and  thus  reduce  impact.  Furthermore,  although  our  analysis  indi- 
cates a  strong  probability  of  success,  a  small  sample  size  increases  the  risk  of  an  unforeseen 
regional  aberration  causing  an  unsuccessful  demonstration. 

At  the  upper  limit  of  demonstration  regions,  the  principal  constraint  is  the  level  of 
effort  which  HEW  wishes  to  support.  Impact  probably  increases  directly  with  the 
number  of  regions,  particularly  if  they  are  geographically  widespread. 

This,  then,  is  HEW's  first  key  decision.  As  soon  as  the  desired  number  of  regions 
has  been  established,  active  discussions  can  begin  with  potential  participants.  Until  this 
is  established,  any  further  regional  discussions  would  be  counter-productive  because  of 
their  continuing  tentative  tone. 

TIMING 

It  is  our  estimate  that  it  will  take  3  to  4  months  in  each  region  from  the  time  serious 
discussions  begin  until  a  final  commitment  from  the  hospitals  and  major  payers  can  be 
achieved.  The  administrative  details  of  inclusive  rates  between  each  hospital/ payer 
combination  will  take  another  2  to  3  months.  This  time  is  also  needed  for  base  line 
measurements  of  patient  accounting  costs  and  service  utilization. 

Unless  hospitals  convert  to  inclusive  rates  at  the  beginning  of  a  fiscal  year,  it  would 
be  necessary  to  have  an  extra  closing  and  final  settlement  with  cost  reimbursers.  For 
this  reason,  most  hospitals  will  wish  to  time  conversion  to  their  fiscal  year.  Probably  a 
minimum  of  six  months  will  be  required  during  which  various  institutions  "phase  in". 

The  actual  demonstration  should  include  a  full  year  during  which  all  the  participating 
institutions  simultaneously  employ  inclusive  rates.  Many  of  the  personnel  savings  will 
occur  only  through  attrition.  Patient  and  physician  acceptance  will  require  familiarity 
with  the  concept,  which  only  comes  with  exposure.  The  initial  reaction  may  be  negative 
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if  the  change  is  misperceived  as  a  rate  increase.  There  will  be  a  "shake-down  period" 
in  the  ancillary  and  billing  departments  while  administrative  procedures  are  refined. 
Monitoring  of  utilization  cannot  be  effective  in  a  lesser  period,  due  to  seasonal  fluctua- 
tions. Finally,  it  is  our  judgement  that  hospitals  would  not  find  a  demonstration  of  less 
than  one  year  acceptable,  due  to  the  efforts  involved  in  establishing  inclusive  rates.  At 
the  conclusion  of  a  demonstration,  3  to  4  months  will  be  required  for  data  analysis. 
These  time  relationships  are  shown  in  Exhibit  2.  Note  the  bottom  bar,  "inclusive  rates 
in  partial  operation."  Presumably,  some  institutions  would  be  operational  in  as  short 
a  time  as  4  months  and  preliminary  information  on  their  experience  would  become  avail- 
able shortly  thereafter.  Interim  reports  would  be  available  during  the  course  of  the  work. 
However,  the  total  time  from  a  decision  to  proceed  until  a  final  report  can  be  rendered  is 
estimated  to  be  2  to  2  1/2  years.  When  examined  in  light  of  HEW's  desire  for  rapid  progress, 
this  suggests  that  the  process  for  initiating  contact  with  potential  regions  be  designed  to 
minimize  delay. 

To  avoid  further  lengthening  of  the  time  frame,  we  recommend  that  all  suitable 
regions  be  contacted  simultaneously  and  offered  the  opportunity  of  a  demonstration,  sub- 
ject to  satisfying  preestablished  participation  criteria.  HEW  could  set  these  after  deter- 
mining the  number  of  regions  with  which  it  wishes  to  work.  For  instance,  if  only  one 
region  was  desired,  an  objective  of  participation  by  90%  of  the  hospitals  in  the  region  could 
be  established.  Naturally,  the  criteria  could  be  relaxed  at  The  National  Center's  option 
should  this  prove  necessary  to  gain  the  desired  number  of  participating  regions. 

This  procedure  minimizes  the  risk  of  wasting  several  months  in  fruitless  discussions, 
a  possibility  if  regions  are  contacted  sequentially.  This  approach  is  further  supported  by 
the  lack  of  major  differences  in  suitability  between  the  regions  which  have  expressed  strong 
interest  in  a  demonstration.  It  would  be  difficult  to  define  qualitative  differences  of  suffi- 
cient magnitude  to  be  politically  defensible. 

DEFINITION  OF  PRINCIPAL  DEMONSTRATION  ROLES 

We  believe  the  two  principal  elements  of  a  demonstration  are  the  operating  function, 
which  involves  coordinating  the  activities  of  the  parties  in  each  region,  including  obtaining 
firm  commitments  to  the  demonstration,  and  the  research  function,  which  includes  pro- 
viding technical  assistance  to  the  participating  organizations  and  measuring  the  results. 
A  third  element  is  providing  coordination  between  the  operating  and  research  functions 
at  the  policy-making  level. 
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The  operating  function  will  be  quite  complex,  with  a  large  number  of  hospitals 
involved,  differing  payer  configurations,  and  differing  local  requirements,  so  that  HEW 
must  have  a  framework  for  dealing  with  each  region.  To  deal  with  each  entity  indivi- 
dually would  require  a  large  administrative  staff  in  HEW.  This  can  be  circumvented  by 
working  through  a  single  party  in  each  area.  It  is  our  belief  that  the  region's  hospital 
association  or  council  is  the  logical  contracting  party.  It  is  the  local  organization  of  the 
hospitals  which  is  committed  to  enhancing  effective  control  of  hospital  operations.  Use 
of  the  hospital  association  should  provide  a  degree  of  local  involvement  which  might  not 
exist  if  each  hospital  is  contacted  directly.  Furthermore,  it  is  likely  that  when  an  associ- 
ation formally  agrees  to  use  its  best  efforts  to  effect  a  demonstration,  it  will  already  have 
achieved  a  high  degree  of  agreement  among  its  members. 

We  recommend,  then,  that  the  contracting  party  in  each  region  be  the  hospital  as- 
sociation or  council.  It  would  be  responsible  for  establishing  commitments  with  each  of 
its  members  and  for  working  out  administrative  procedures  with  major  payers.  The  asso- 
ciation should  be  offered  two  grants.  The  first,  a  modest  one,  would  be  to  cover  expenses 
incurred  in  gaining  firm  commitments  for  a  demonstration.  The  second,  a  larger  amount, 
would  be  contingent  upon  achieving  the  participation  of  a  satisfactory  number  of  hospitals 
and  would  be  used  to  defray  the  association's  expenses  in  administering  the  demonstration. 

While  it  might  be  possible  to  contract  with  each  region  through  a  central  organization, 
such  as  the  American  Hospital  Association,  which  has  evidenced  strong  interest  in  this 
project,  we  believe  distinctive  local  requirements,  such  as  payer  structure,  rate  setting 
commissions,  etc.,  would  make  a  centralized  arrangement  unwise.  Furthermore,  any 
national  organization  would  ultimately  have  to  work  through  local  associations.  The  prin- 
cipal effect  would  be  to  add  a  layer  of  management. 

We  believe  the  research  role,  i.e.,  providing  technical  support  and  monitoring  the 
demonstration,  could  be  combined  in  one  organization,  with  subcontractors  at  the  local 
level  for  actual  on-site  data  gathering  as  required.  Unlike  the  operations  portion  of  the 
demonstration,  this  function  should  be  centrally  controlled  to  insure  comparability  of 
data  and  research  design,  and  to  facilitate  integrated  analysis  of  demonstration  results. 
Furthermore,  for  purposes  of  objectivity  there  should  be  some  independent  party  in  con- 
trol of  the  monitoring  process.  The  research  contractor  should  be  a  competent  consulting 
or  accounting  firm.  It  should  have  experience  with  hospital  reimbursement  and  preferably 
with  inclusive  rates. 

The  final  role,  and  perhaps  the  most  crucial,  is  the  appointment  of  a  demonstration 
director  within  HEW  who  has  full  authority  to  negotiate  with  each  hospital  association  and 
with  the  research  contractor.  This  individual  must  insure  that  a  commitment  to  a  demon- 
stration by  Medicare  and  the  federal  administrative  component  of  Medicaid  is  worked  out 
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within  HEW  prior  to  contacting  potential  demonstration  regions.  The  position  of 
Medicare  has  been  questioned  in  virtually  all  the  regions  visited.  Further  discussions  will 
not  be  productive  until  it  is  clarified. 

The  relationship  of  the  principal  parties  is  shown  in  Exhibit  3. 


Specific  Initial  Steps 

Following  in  sequence  are  the  principal  tasks  to  be  performed  once  it  is  definitely 
decided  to  undertake  a  demonstration. 


1 .  Appoint  demonstration  director 

2.  Secure  Medicare/Medicaid  cooperation 

3.  Hire  research  contractor 

4.  Design  grant  proposal,  including  percent 
participation  requirements 

5.  Survey  regions  for  interest 

6.  Offer  preliminary  grants 

7.  Complete  data  design  while  regions  are 
securing  commitments 

8.  Select  demonstration  regions 

9.  Design  sample  for  monitoring 

1 0.  Engage  local  monitoring  organizations 

1 1 .  Concurrent  with  9  and  1 0,  work  out 
administrative  details  in  each  region, 
including  assisting  hospitals  in  es- 
tablishing their  inclusive  rates 


Responsibility  Of 
National  Center 
National  Center/Demo.  Dir. 
National  Center/Demo.  Dir. 
Demo.  Dir./Research  Contractor 

Demo.  Dir./Research  Contractor 
Demo.  Director 
Research  Contractor 

Demo.  Director 

Research  Contractor 

Research  Contractor 

Operating  Contractors/with 
support  of  research  contractor 
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EXHIBIT  3 

RELATIONSHIP  AMONG  PRINCIPAL  PARTIES  DURING  THE  DEMONSTRATION 


National  Center 


Medicare 


Demonstration  Director 


Blue  Cross 
and 
Other  Payers 


Operating 
Contractors 
(Hospital  Assns) 


Research  Contractor 


Individual  Hospitals 


Local  Monitors 
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A  specific  schedule  of  briefings  for  the  ad  hoc  advisory  committee  should  be  es- 
tablished so  that  they  are  kept  informed  by  the  demonstration  director  and  the  research 
contractor  and  so  that  those  decisions  which  require  their  review  are  determined  in 
advance,  to  facilitate  operation  of  the  demonstration. 

PRINCIPAL  POINTS  OF  NEGOTIATION 

Our  meetings  with  hospitals  and  hospital  associations  lead  us  to  believe  that  no 
special  incentives  will  be  necessary  to  gain  the  participation  in  a  demonstration.  Many 
hospital  administrators  are  weary  of  the  present  reimbursement  process.  The  inclusive 
rate  is  seen  as  a  means  of  simplifying  this  procedure,  which  is  a  powerful  incentive.  This 
further  underscores  the  importance  of  Medicare  cooperation.  An  additional,  but  less 
powerful  incentive,  are  the  cost  savings  which  would  accrue.  (It  should  be  noted  that 
while  the  total  savings  to  society  are  large,  the  benefit  to  most  individual  hospitals  is  not 
very  great.) 

The  grants  to  local  hospital  associations  should  be  sufficient  to  gain  hospital  coopera- 
tion. However,  certain  other  protection  will  be  sought  and  should  be  granted  within 
reason  unless  otherwise  noted: 

1.  Hospitals  will  want  to  be  assured  of  complete  technical  support  during  conver- 
sion. The  selection  of  a  competent  research  contractor  will  greatly  facilitate 
reduction  of  concern  over  this  point. 

2.  Hospitals  will  want  to  be  assured  of  the  cooperation  of  Medicare  for  the  demon- 
stration period  and  some  reasonable  period  thereafter  in  order  to  permit  an 
orderly  return  to  itemized  charging  if  this  should  prove  necessary. 

3.  Hospitals  may  wish  to  be  compensated  for  the  cost  of  reconversion  to  itemized 
charging  if  this  should  prove  necessary.  The  research  contractor  should  work 
out  a  formula  to  establish  the  appropriate  amount  and  the  circumstances  under 
which  reconversion  might  be  judged  appropriate. 

4.  Hospitals  and  insurers  may  ask  for  some  type  of  guarantee  to  protect  against  the 
financial  hazards  of  improperly  set  rates.  We  believe  that  any  such  guarantee 
should  be  strenuously  avoided. 
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The  setting  of  inclusive  rates  is  a  simple  process  -  -  far  simpler,  in  fact,  than  itemized 
charges.  There  is  no  increase  in  hospital  risk  under  inclusive  rates.  The  cost  reimburse- 
ment process  with  Medicare  and  most  Blue  Cross  plans  provides  adequate  protection. 
Furthermore,  the  difficulty  in  determining  what  portion  of  a  variance  is  attributable  to 
inclusive  rates  and  what  portion  is  the  result  of  other  system  factors  would  make  adjudi- 
cation of  such  a  guarantee  exceedingly  difficult. 

In  terms  of  insurers,  inclusive  charges  should  not  increase  risk.  The  Blues  and  the 
government  programs  are  protected  through  the  existing  cost  finding  mechanism,  while 
the  commercial  insurers  presently  have  no  protection  against  irrational  rate  setting. 
Furthermore,  the  risks  are  limited  by  the  size  of  the  demonstration.  As  for  national 
implementation,  the  National  Center  may  find  it  advisable  to  sponsor,  as  a  research  effort 
independent  of  this  demonstration,  an  analysis  of  the  degree  to  which  "actuarial  variance" 
might  be  expected  to  occur,  and  its  anticipated  effect  upon  each  payer. 

It  must  be  again  pointed  out  that  even  if  an  inclusive  rate  leads  to  greater  utilization, 
this  will  have  little  short  term  impact  since  most  hospital  costs  are  predetermined  by 
capital  investment  and  staffing  commitments,  not  by  short-term  charges  in  utilization.  It 
is  important  to  distinguish  the  cost  of  marginal  utilization  from  the  charges  for  marginal 
services  under  the  a  la  carte  method. 

Treating  the  problem  of  inappropriate  rates  by  guarantees  would  be  administratively 
difficult  and  far  too  open-ended  from  HEW's  point-of-view.  We  believe  any  problems  in 
this  area  can  be  prevented  by  extreme  care  in  the  rate  setting  process  and  careful  cost 
control  by  hospitals. 

DETAILED  FINAL  BLUEPRINT 

Tasks  of  each  of  the  principal  parties  are  outlined  in  Exhibit  4.  These  will  be  spelled 
out  in  more  detail  in  the  detailed  blue  print,  to  be  submitted  subsequently. 
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EXHIBIT  4 
TASK  BLUEPRINT 


A.  Tasks  to  be  Completed  by  Demonstration  Director  or  by  National  Center/HEW 

1 .  Obtain  Cooperation  of  Medicare  &  Medicaid  at  National  Level.  Negotiate  an  agreement 
whereby  Medicare  and  Medicaid  will  accept  the  reimbursement  scheme  recommended  in 
Volume  I,  or  some  other  which  permits  the  cost  saving  benefits  of  inclusive  rates  to  be 
realized. 

2.  Engage  Research  Contractor. 

3.  Establish  Project  Budget  and  Obtain  Approval  by  Relevant  Authorities.  This  is  a  major 
step  because  it  determines  directly  the  amount  of  resources  that  will  be  committed  to 
the  implementation  of  the  demonstration.  It  will  fix  an  upper  limit  on  the  size  of  the 
demonstration,  on  the  level  of  assistance  that  will  be  provided,  and  on  the  extensiveness 
of  the  monitoring  required  for  careful  evaluation  of  the  results.  The  budget  will  be  es- 
tablished in  conjunction  with  the  research  contractor. 

4.  Establish  Demonstration  Grants.  The  amount  to  be  awarded  each  hospital  association 
contingent  upon  its  best  efforts  commitment  to  secure  participation,  and  the  amount  to 
be  awarded  upon  final  selection  as  a  demonstration  area,  must  be  established. 

5.  Negotiate  with  Local  Hospital  Associations.  The  objective  of  the  negotiation  is  to  establish 
minimum  incentives  and  guarantees  required  to  ensure  participation  of  hospitals  and 
payers  under  conditions  acceptable  to  all  parties.  Basically,  negotiations  will  deal  with  the 
cost  guarantees. 

B.  Tasks  to  be  Completed  by  Research  Contractor 

1 .  Assist  Demonstration  Director  in  Developing  Grants  Formula  and  Demonstration  Budget. 

2.  Assist  Demonstration  Director  in  Negotiations  with  Hospital  Associations.  The  research  con- 
tractor's expertise  should  be  useful  in  analyzing  the  guarantee  and  incentive  issues  mentioned 
above. 

3.  Define  Performance  Statistics  for  Costs  and  Utilization  of  Services,  Including  Baseline  Data 
and  Monitoring  Methodology. 

4.  Select  Local  Monitors.  In  each  demonstration  area,  the  local  monitor  will  establish  the  data 
base  and  monitor  the  results  of  the  demonstration.  The  local  monitor  will  be  selected  by 
the  research  contractor. 
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EXHIBIT  4  (Continued) 


5.  Train  Local  Monitors.  The  research  contractor  will  have  to  train  the  local  monitors 
in  the  methods  outlined  in  Chapter  Two  of  the  first  volume,  or  such  alternates  as 
may  be  developed. 

6.  Assist  Hospital  Associations  in  Discussions  with  Hospitals  and  Third  Party  Payers.  The 
research  contractor  will  provide  the  technical  expertise  needed  in  working  out  demon- 
stration plans  with  individual  hospitals  and  third  party  payers. 

7.  Provide  Conversion  Assistance.  A  representative  of  the  research  contractor  should  be 
virtually  in  residence  in  each  region  during  conversion  to  assist  individual  institutions, 
the  local  monitor,  etc. 

8.  Construct  Representative  Sample  from  Among  Participating  Hospitals. 

9.  Assist  Hospital  Association  in  Developing  Public  Relations  Program.  The  public  rela- 
tions program  will  be  designed  to  explain  to  the  general  public  in  the  demonstration 
areas  the  rationale  for  I R  as  well  as  the  benefits  expected  from  the  conversion.  Such 
a  program  will  include  specific  actions  geared  toward  local  clubs,  churches,  civic  organ- 
izations, local  information  media,  and  patients.  Material  designed  to  explain  inclusive 
rates  to  physicians  and  hospital  staff  members  will  also  be  prepared. 

10.  Document  Responses  in  Demonstration  Areas.  Determine  the  acceptance  of  or  opposi- 
tion to  the  I R  concept  among  interested  parties  including  hospital  administrators, 
third-party  payers,  physicians,  patients  and  the  general  public,  in  an  attempt  to  estimate 
the  feasibility  of  national  implementation. 

1 1 .  Analyze  Data  and  Provide  Interim  and  Final  Reports  to  HEW. 

1 2.  Develop  Conversion  Manual  and  a  Plan  for  National  Implementation  ( If  Appropriate). 
The  conversion  manual  and  the  plan  for  national  inplementation  will  be  based  upon  the 
experience  gained  from  the  demonstration.  The  manual  will  provide  a  comprehensive 
approach  to  conversion  including  the  design  of  an  IR  system,  the  actual  conversion 
process,  the  establishment  of  the  rate  schedule,  the  control  of  utilization  under  an  IR 
billing  system,  third  party  payer  relations,  patient  and  medical  staff  relations.  The  plan 
for  national  implementation  will  describe  the  steps  to  be  completed  for  the  successful 
conversion  of  the  hospital  itemized  billing  system  to  IR  billing  systems,  focussing 
mainly  on  the  legal  changes  and  the  administrative  action  to  be  taken  by  government 
bodies  and  agencies. 
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EXHIBIT  4  (Continued) 

C.  Tasks  to  be  Completed  by  the  Hospital  Associations  and/or  Councils 

1.  Obtain  Participation  of  Individual  Hospitals.  The  Hospital  Association  commits  itself  to  use 
its  best  efforts  to  obtain  the  participation  of  hospitals  located  in  the  potential  demonstration 
area  which  it  covers. 

2.  Obtain  Cooperation  of  Blue  Cross  and  State  Medicaid  Office.  The  purpose  of  such  negotia- 
tions is  to  ensure  that  Blue  Cross  and  Medicaid  will  cooperate  in  the  reimbursement  pro- 
cedures implied  by  the  conversion. 

3.  Confer  with  Commercial  Carriers.  Issues  raised  by  policy  wording,  and  by  exclusion  of 
certain  ancillaries,  should  be  worked  out  to  achieve  maximum  administrative  simplicity. 

4.  Confer  with  Medicare  Intermediary.  Work  out  the  administrative  procedures  to  apply 
locally. 

5.  Develop  Public  Relations  Program  Geared  to  Local  Requirements.  (See  B-9) 

D.  Tasks  to  be  Completed  by  Local  Monitors 

1 .  Establish  Data  Base  in  Sample  Hospitals.  This  will  be  done  in  accordance  with  the  specifi- 
cations of  the  research  contractor. 

2.  Assist  Participating  Hospitals.  Upon  request,  the  local  monitor  will  help  any  participating 
hospitals  solve  implementation  problems  at  all  stages  of  the  project,  from  the  initial  system 
analysis  and  design  to  the  evaluation  of  the  results. 

3.  Monitor  Demonstration.  This  will  be  done  following  the  monitoring  methodology  developed 
by  the  research  contractor.  It  will  include: 

a.  measurement  of  base  line  data  on  utilization  and  patient  accounting  cost 

b.  cost  of  billing  under  IR  system 

c.  effect  of  I R  system  on  utilization 

E.  Tasks  to  be  Completed  by  Participating  Hospital.  For  each  of  the  tasks,  assistance  will 
be  provided  to  participating  hospitals  upon  request  by  either  the  research  contractor  or  the  local 
monitor. 

1.      Negotiate  with  Medical  Staff.  To  the  extent  that  conversion  will  require  changing  the  method 
used  to  determine  physicians'  compensation,  negotiation  will  be  necessary  to  obtain  physicians' 
agreement. 
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EXHIBIT  4  (Continued) 

2.  Self-Monitor.  Base  line  data  and  monthly  questionnaires  will  be  completed  by  those  hospi- 
tals not  part  of  the  rigorously  measured  sample. 

3.  Establish  IR  Rate  Schedule.  This  will  be  done  with  the  assistance  of  the  research  contrac- 
tors and  the  local  monitor  following  the  methodology  developed  by  the  research  contractor. 
The  rates  of  different  hospitals  will  differ  and  will  reflect  their  different  cost  patterns.  Each 
hospital  will  be  the  final  determiner  of  its  own  rates. 

4.  Reduce  Clerical  Force.  Since  most  of  the  imputed  savings  of  the  I R  system  are  due  to  re- 
duction in  clerical  personnel,  it  will  be  important  to  actively  reduce  the  number  of  billing 
clerks.  This  will  be  at  the  discretion  of  the  hospital  and  in  accordance  with  its  policies  and 
practices,  but  will  be  thoroughly  monitored. 
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